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HIGHLIGHTS OF BUSINESS IN FEBRUARY 


Business activity continued strong in February. Un- 
usually mild weather coupled with high consumer and 
business spending contributed to increased sales at both 
retail and manufacturers’ levels, maintained construction 
activity at peak rates, and raised industrial production to 
a new high. 

Paced by booming automobile production, the Federal 
Reserve index of industrial production climbed two points 
in February to 239 percent of its 1935-39 average; last 
February the index stood at 222. Nearly half a million 
passenger cars were produced in February, or an adjusted 
annual rate of over 6 million cars. Largely as a result, 
steel production remained close to the January record 
annual rate of 117 million tons of ingots. Output of major 
household goods, especially television sets, also continued 
at high levels. 


Farm Prices Decline 


Farm prices continued to make headlines in February, 
as the index of prices received by farmers declined for 
the sixth consecutive month, this time by 1.5 percent. 
Lower prices for cattle, dairy products, potatoes, and 
feed grains were the main causes for the decline. Prices 
paid by farmers also declined, but by less than 1 percent, 
with the result that the parity ratio fell 1 point to 94. 


, Last February the parity ratio stood at 100. 


Little change occurred in wholesale prices during the 
month despite decontrol of a large additional number of 
items by the Office of Price Stabilization. The main items 
remaining under control by March were many industrial 
materials and services, coffee, beer, some heating oils, 
food waste disposers, and hot water heaters. 


Construction Expenditures High 

Construction remained at peak levels in February. 
The value of new construction put in place, at $2.2 billion, 
was only $100 million lower than in January —a less than 
seasonal decline — and marked a new high for the month. 
Though homebuilding and public construction dropped 8 
to9 percent from the January level, private spending on 
commercial and on other types of nonresidential building 
continued strong. 

For the first two months of this year, outlays for new 
construction ran 6 percent above the corresponding figure 


for last year. Most of the increase, about 5 percent, was 
attributable to higher material and labor costs; only 1 
percent of the rise reflected a higher physical volume of 
activity. 


Manufacturers’ Business Strong 

Manufacturers experienced another banner month in 
January. Sales amounted to $24 billion, unchanged from 
the December level after adjustment for seasonal varia- 
tion, and more than 7 percent higher than in January, 
1952. Sharp increases in deliveries of motor vehicles and 
fabricated metal parts accounted for most of the rise. 

Despite the high level of sales, manufacturers’ orders 
continued to accumulate. New orders received by manu- 
facturers rose by about $1 billion to $24.3 billion. Though 
this amount was slightly below December, the order 
backlog on manufacturers’ books at the end of January 
rose further to a high of $72.9 billion, more than 8 per- 
cent above last January’s figure. In the case of durable 
goods, unfilled orders averaged about six months’ sales 
at the January rate. 

Manufacturers’ inventories declined slightly to $44 
billion in January as the result of continued liquidation 
of nondurable goods stocks. The total was nevertheless 
about $500 million more than manufacturers’ inventories 
at the end of last January. 


Consumer Installment Credit Rises 

January marked the tenth successive month that con- 
sumers went deeper into debt on installment sales, mainly 
on automobile purchases. The rise during January was 
contrary to the usual seasonal trend. By the end of the 
month, installment credit had reached a new high of $16.5 
billion, marking a rise of nearly 20 percent over the past 
year. Installment credit outstanding on automobile sales 
rose more than 25 percent during the same period. 

Despite the rise in installment loans, total consumer 
credit declined during the month as its other main com- 
ponent, noninstallment credit (such as charge accounts 
and single-payment loans), fell for the first time in nine 
months. The decline was a seasonal phenomenon, how- 
ever, and was wholly concentrated in charge accounts. 
Total consumer credit at the end of January, at $23.7 
billion, was 15 percent above the level of January, 1952. 
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A Good Year, Then —? 


Almost everybody seenis to like the boom, but almost 
nobody trusts it to continue. Business fears are not com- 
pletely dissipated as 1953 ushers in a new peak of pros- 
perity; they are merely pushed a little further into the 
future, to a point just beyond the “hump” that can be 
seen immediately ahead. 

Such fears cannot be written off as groundless. It is 
quite likely that conditions cannot long continue as stable 
and prosperous as those now anticipated for most of 1953. 
Nevertheless, the general prevalence of an attitude of 
confidence tempered by misgivings is precisely what is 
needed to keep future difficulties at a minimum. 


The Prosperity of 1953 


One of the most significant developments of recent 
months is that, for the first time in the postwar period, 
the economy has been able to push into new high ground 
without an inflationary upsurge in prices. Retail prices 
have been steady for more than a year. Wholesale prices 
other than farm products and food have held to a cor- 
responding level since last summer, after dropping back 
from the post-Korean peak of early 1951. Prices of farm 
products and food have fallen sharply, but the latest 
reports suggest that the decline may be at an end. Almost 
the only continuing advances are in rents and service 
items that have lagged far behind other prices over the 
past decade. 

One reason why these price developments are im- 
portant is that they help move goods to consumers. They 
mean that further advances in income will be more fully 
translated into expenditures and production. 

A particularly favorable aspect of this development 
is its occurrence at a time when the nonconsumption ex- 
penditures that have been responsible for the boom are 
leveling off. Production of military hard goods is still 
moving up, but the advance is slowing, and the peak rate 
under present schedules is expected to be reached by the 
end of the year. 

Business outlays for new plant and equipment have 
been relatively stable for more than two years. Wide- 
spread forecasts of sharp curtailment in these investments 
have now generally been abandoned. The results of recent 
surveys — published by the Department of Commerce in 
its pamphlet, Markets After the Defense Expansion — 
reveal business plans that should keep investment high, 


not only this year but in 1954 and 1955. Nevertheless, 
moderate declines are expected to begin in the latter part 
of the year. 

Residential construction is generally being projected 
on a similar pattern. Homebuilding is currently strong, 
and in the absence of sharp increases in interest rates, 
the decline expected to begin later this year will probably 
be moderate. 

The only important segment that is now expected to 
advance steadily through 1953 is made up of the facili- 
ties programs of state and local governments. These 
government units are subject to continuing pressure for 
highways, schools, hospitals, water, sewage, and other 
projects. Many of these can no longer be postponed, and 
the steady increase in such outlays will help to hold the 
line against declines in other construction. 

Considering these factors as a whole, it would seem 
that although the boom is approaching a limit, the turn- 
ing process should be a gradual one. Prices should con- 
tinue stable, because there is not enough of an advance 
in prospect to push them higher, and incomes will be 
high enough to prevent any great weakening. Altogether, 
a very good year! 


How the Picture May Change 


What makes all this suspect is the very stability of all 
these basic factors. None of them is shockproof; and if 
shocked, they will move, despite the present lack of any 
such indication. Moreover, since they are not initiating 
any pattern of change, the changes that occur will be 
initiated elsewhere — namely, in. such volatile short-term 
factors as inventory accumulation and consumer credit. 

In the fourth quarter of 1952, both inventory accumu- 
lation and consumer credit were running fairly high. In 
part, this was no more than a rebound in the durable 
goods industries as restrictions were eased and steel 
again became available after the settlement of the strike. 
The defense industries generally showed a renewal of 
inventory accumulation. Expansion was most rapid, how- 
ever, in the auto industry —in manufacturing and even 
more in distribution, as dealers’ stocks were again being 
built up. 

Does this mean that production will again have to be 
cut back? Not necessarily, because accumulation can be 
brought to an end by a rise in sales as well as by a fall 
in production. At the present time the auto industry is 
aggressively pushing production and sales. Reports indi- 
cate that it is now turning out passenger cars at an 
annual rate of 6 million and that schedules call for 
maintaining that rate through the second quarter. The 
question is, How long can this pace be maintained? 
It is perhaps not too farfetched to think that it could be 
maintained for a full year, particularly if buying is as- 
sisted by a rising stock market and consumers are enticed 
by competitive price concessions. Nevertheless, it is a high 
expectation, perhaps overly ambitious under the circum- 
stances, as it may merely be borrowing from a future 
that is in any case likely to be distinctly lower. 

By the same token, if the auto industry can sell cars at 
the anticipated rate, no downturn in consumer credit is 
immediately threatened. Consumers necessarily draw upon 
credit to finance purchases of durable goods. But again, 
both the advance and the subsequent decline tend to be 
accelerated. 

Considering the inventory picture as a whole, it ap- 
pears that inventories are high. Perhaps they are no 
higher than they should be, in view of the large flow of 
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ILLINOIS INDUSTRIES AND RESOURCES 


The location of a sizable segment of the railroad 
equipment industry in the vicinity of Chicago is not sur- 
prising to those familiar with the city’s importance as a 
rail center and as a steel manufacturing center. Cars and 
locomotives built of local steel can be put into immediate 
use at the hub of the country’s railroad system. Conse- 
quently, the Chicago area has become a leader in the 
production of railroad equipment. 


Growth and Decline of the Industry 


From the Civil War period to the middle of the 1920’s, 
American railroads were expanding steadily as the 
nation’s economy grew. Locomotive and car manufac- 
turers grew with the railroads, and production facilities 
were built on a scale which could keep up with the ever- 
increasing needs of the railroads. 

In the mid-1920’s, the railroad expansion practically 
came to an end, leaving most producers with excess 
capacity. Over the next 25 years, railroads lost a large 
share of the transportation market to buses, trucks, air- 
planes, and automobiles. (See chart, p. 7.) During the 
depression, railroad car production was virtually at a 
standstill and subsequently was restricted by materials 
shortages during World War II. 

Locomotive production has been sustained since the 
depression chiefly by the introduction of the Diesel 
engine. The dieselization of American railroads has 
raised the number of Diesel locomotives in operation 
*from 800 in 1940 to 3,800 in 1945 and to more than 21,000 
in the fall of 1952. 

Because of the secular decline in the share of both 
freight and passenger traffic carried by the railroads, a 
steadily growing volume of freight shipments and passen- 
ger travel will be necessary if the railroads are to main- 
tain their volume of traffic. Even a moderate business 
decline during the next few years might mean a sizable re- 
duction in railroad traffic and would make the equipment 
now owned by the railroads fully adequate for their needs. 


Future Hope for the Car Builders 

This situation is reflected in the fact that the car 
manufacturers have had only a few good years in the 
entire postwar period. Unfilled orders reached a high peak 
in early 1951 but by December, 1952, almost half of the 
backlog had been worked off. 

The picture is not altogether dark, however. Class I 
railroads have recently reaffirmed their objective of build- 
ing the freight car supply to 1,850,000 units by the end 
of 1954. This involves adding 95,000 cars to the present 
supply in addition to replacing worn out and obsolete 
units. If this goal is to be accomplished, production of 
about 10,000 cars each month will be needed, the highest 
rate of production since 1923. After 1954, unless estimates 
of freight car needs are too low, orders will be mostly 
for replacement, export, and special type cars. 

Another encouraging factor for the producers is the 
fact that over 38 percent of all passenger cars and about 
17 percent of all freight cars are more than 30 years old 
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and another 22 percent of the passenger cars and 21 per- 


cent of ali freight cars are between 25 and 30 years old. 


Replacing these older cars may mean increased demand 
for the builders. 

In order to maximize this potential, car manufacturers 
are improving both the interiors and the riding qualities 
of their cars. Special efforts are being made to design 
freight cars in such a manner that a minimum of damage 
to cargoes will be caused by bumping and jarring. It is 
estimated that damage to freight in transit costs railroads 
more than $100 million each year. 

The six establishments manufacturing railway cars in 
Illinois employ between 6,000 and 7,000 workers. The 
largest of these is Pullman-Standard of Chicago, which 
produces both freight and passenger cars. The others, 
American Car and Foundry, Pressed Steel Car, North 
American Car, Mather Stock Car, and Thrall, produce 
freight cars mainly. 


Locomotive Makers Foresee Necessary Changes 

Illinois has two firms making Diesel locomotives — 
the Electro-Motive Division of General Motors, located 
at LaGrange, and Fairbanks-Morse of Chicago. Together, 
these plants received 64 percent on a horsepower basis 
of all domestic orders placed in the first eleven months 
of 1952. Electro-Motive is much the larger of the two, 
having taken about 91 percent of these orders and Fair- 
banks-Morse about 9 percent. 

These manufacturers are now planning against the 
day when dieselization of the railroads will be completed. 
It is estimated that this saturation point will not be 
reached for five or six more years, when the railroads 
will have 35,000 Diesels in operation. Thereafter, produc- 
tion of new locomotives will have to be mostly for re- 
placement or for export. 

Major emphasis is on preparing facilities for the ex- 
pansion of repair work, servicing, and parts supply. Re- 
placement demand is expected to be small for some time 
because of the long life of Diesel locomotives. Today, 
some are still in service after 2.5 million miles, whereas 
the average steam locomotive went to the scrap heap after 
1.5 million miles. 

Although both firms are planning along similar lines, 
Electro-Motive’s plan has been more extensively de- 
veloped so far. This firm has recently completed a giant 
new servicing and repair depot at LaGrange where loco- 
motives are restyled inside and out, and engines are re- 
built to develop up to 25 percent more horsepower for 
about two-thirds of the cost of a new engine. Another 


part of the plan, providing for establishment of a wide - 


network of centers for parts repair and storage through- 
out the country, will make an inventory of 30,000 parts 
available within a 24-hour run of any major rail center. 

Along with the gradual conversion to this type of 
business, replacement orders and orders for improved 
locomotives, like the new Fairbanks-Morse 2,400-horse- 
power all-purpose Diesel, are expected to keep both 
plants operating close to capacity in the years just ahead. 
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STATISTICAL SUMMARY OF BUSINESS ACTIVITY 
UNITED STATES MONTHLY INDEXES 


SELECTED INDICATORS 
Percentage changes December, 1952, to January, 1953 


-30 -20 -10 ° +10 + +20 +30 40 Percentage 
- - — January Change from 
COAL. PRODUCTION 1953 Dec. Jan 
1952 1952 
ELECTRIC POWER PRODUCTION Annual rate 
in billion $ 
Personal income!............. 280. 5* + + 6.5 
Manufacturing! 
EMPLOYMENT —MANUFACTURING® 291.6" + 7.5 
New construction activity 
Private residential.......... 9.9 —13.3 | +14.9 
CONSTRUCTION, CONTRACTS AWARDED Private nonresidential....... 9.6 —-47|/-0.1 
8.2 — 54|+ 4.3 
Foreign trade! 
DEPARTMENT STORE SALES Merchandise imports........ 
Excess of exports........:.. & 
Installment credit.......... 16.65 | + 0.3 | +24.3 
ILL. Business loans*............... 22.8> — 1.6] + 7.9 
Cash farm income®............ 33.1 9.8) + 5.2 
FARM PRICES 
Indexes 
(1947-49 
* mber. 1 to De r, 1952. ombined index............ 128 + 0. + 7.2 
ondurable manufactures... . 114* 1.6 
ILLINOIS BUSINESS INDEXES —— | 12 
Manufacturing employment‘ 
January Percentage Production workers......... 109* + 0.4} + 5.1 
1953 Change from Factory worker earnings* 
Item (1947-49 | Dec. Jan. Average hours worked....... 103 —1.7/ +07 
= 100) 1952 1952 Average hourly earnings... . . 131 + 0.1] + 5.7 
Average weekly earnings.... 134 — 1.6] + 
Coal production 79.4 ~—16.3 —18.0 Consumers’ price index’....... 114 64 + 0.7 
Employment — manufacturing*..| 109.2 + + 4.1> Wholesale prices 
Weekly earnings—manufacturing n.a. All commodities 110 —2.7 
Dept. store sales in Chicago’... . 97.0° | — 8.9| — 6.7 Farm products............. 100 +06] -93 
Consumer prices in Chicago®....| 114.2 0.3} + 0.2 106 42 
Construction contracts awarded® 90.2 —27.7 | —28.1 113 00|—12 
Farm prices® ae 104.4 0.8 —10.4 Received by farmers 99 0.7 
Life insurance sales (ordinary)*..| 134.0 —12.2 | +23.1 Paid by farmers 113 + 6.7) = $4 
Petroleum production™......... 93.2 1.9} — 1.2 Parity 95¢ 
1 t. of 
Dodge Corp.; ™Fed. Res. Bd.; *Ill, Crop Rpts.; * Life Ins. /4.: of Agriculture; U. S. Bureau of Labor Statistics; 5 F. Dodge Corp. 
anag. Assn.; Ill. Geol. Survey. Seasonally > As of end of month. ¢ B on official 
® November, 1952, to December, 1952. » December, 1951 to De- indexes, 1910-14 = 
cember, 1952. © Seasonally adjusted. n.a. Not available. 
UNITED STATES WEEKLY BUSINESS STATISTICS 
1953 1952 
Item 
Feb. 21 Feb. 14 Feb. 7 Jan. 31 Jan. 24 Feb. 23 
Production: 
Bituminous coal (daily avg.)......... thous. of short tons. 1,420 1,392 1,428 1,479 1,535 1,703 
Electric power by utilities........... mil. of kw-hr........ 8,196 8,147 8,129 8,151 8,144 7,461 
Motor vehicles (Wards)............. number in thous..... 152.0 137.4 137.7 141.1 140.6 104.4 
Petroleum (daily avg.).............. _ —_\ SPSS 6,446 6,449 6,427 6,428 6,400 6,267 
1947-49=100....... 139.1 139.9 137.1 139.5 139.9 130.1 
Freight carloadings................... thous. of cars....... 690 682 691 698 698 683 
Department store sales................ 1947-49=100....... 85 92 88 87 86 83 
Commodity prices, wholesale: 
1947-49=100....... 109.6 109.4 109.2 109.5 109.6 112.5 
Other than farm products and foods. ..1947-49=100....... 112.8 112.7 112.8 112.8 112.8 114.2 
1947-49=100....... 89.5 87.9 87.8 88.7 89.2 103.2 
Finance: 
22,715 22,814 22,780 22,837 22,908 21,148 
Failures, industrial and commercial...number............ 176 200 159 162 173 17 


Source: Survey of Current Business, Weekly Supplements. 
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RECENT ECONOMIC CHANGES 


Machine Tool Orders Up 

The index of new orders for machine tools moved up 
sharply in January to 254.9 (1945-47 = 100), continuing 
the advance started in December when the relaxation of 
priority regulations by the National Production Authority 
provided a source of additional’ business to tool builders. 
Prior to this development, the new orders index had 
fallen from the 1952 high of 376.3 in July to a low for 
the year of 205.4 in November. 

Machine tools shipments also advanced in January, 
reaching 362 percent of the 1945-47 average. This rise 
continued the upward movement started a month earlier 
when the index stood at 355. At present output levels, 
unfilled orders provide a backlog of slightly over 9 
months’ work. 


Personal Income Levels 


Personal income, seasonally adjusted at annual rates, 
amounted to $280 billion in January. This was about the 
same as in December, but 6 percent higher than in 
January, 1952. 

Private industry wage and salary payments moved up 
a half billion to $157 billion during the month, the result 
of increased payrolls in trade and service industries. 
Wages and salaries in the manufacturing sector declined 
slightly to approximately $67 billion, as the continued 
advance in average hourly earnings was more than offset 
by a small reduction in man-hours worked. This was the 
first month since the ste:! strike last July that manufac- 
turing payrolls have not advanced. 

Farm proprieic e remained steady at the De- 
cember level of ov: | billion, as a further decline in 
crop prices in January’ was offset by a higher volume of 


crop marketings end Commodity Credit loans. 


Passenger Car Production Declines in 1952 


In 1952, the automobile industry built 4.3 million pas- 
senger cars, a third under the record of 1950 and a fifth 
under 1951. The decline resulted from a combination of 
production quotas, slow-ups occasioned by the midyear 
steel strike, and more than a dozen model changeovers. 


PASSENGER CAR PRODUCTION 


PERCENT OF TOTAL 
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Source: Automotive News. 


1952 


Of last year’s output, General Motors’ five divisions 
accounted for 1,800,000 cars, Ford 1,000,000, and Chrysler 
950,000. Studebaker and Nash were the largest producers 
among the independents, accounting for 162,000 and 
152,000 units, respectively. General Motors’ share of the 
total declined both in 1951 and in 1952, and as shown by 
the accompanying chart, accounted for about 4 percent 
less of the total in 1952 than in 1950. Ford moved from 
third place in the industry in 1951 to second last year; its 
production accounted for 23 percent of total output, the 
same as in 1950, Chrysler’s share of passenger car pro- 
duction in 1952 amounted to 22 percent, slightly below 
1951 but considerably above 1950, when the three-month 
strike at its plants sharply reduced the company’s output. 

The chart also indicates that the Big 3 as a group have 
held a larger share of the total market since 1950 than 
they had in 1948, In that year materials shortages still re- 
stricted their output while the large backlog of demand 
enabled the independents to increase their share of the 
market. 


National Product Renews Climb 

Gross national product advanced sharply during the 
final quarter of 1952 to $360 billion, $17 billion higher 
than in the third quarter. This was by far the largest 
quarterly advance of the year, and reflects the sizable’ 
recovery of hard goods sales and inventory accumulation 
from their retarded levels in the third quarter, when ac- 
tivity was affected by the steel strike. 


GROSS NATIONAL PRODUCT OR EXPENDITURE 


(billions of dollars) 4th Otr. 
1952 1951 1952* 
Gross national product.......... 346.3 329.2 360.1 
Personal consumption.......... 216.3 208 .0 222.0 
Durable goods.............. 25.8 27.1 27.3 
Nondurable goods........... 119.0 113.5 121.4 
Domestic investment.......... 52.1 58.5 57.3 
New construction. .......... 23.5 23.3 23.7 
Producers’ durable equipment 25.5 24.9 25.6 
Change in business inventories a2 10.3 8.1 
Nonfarm inventories only. . 2.4 9.4 7.5 
Foreign investment............ 2 
Government purchases......... 77.8 62.6 80.6 

INCOME AND SAVINGS 

National income................ 290.4¢ 277.6 300.2 
268.3 254.1 277.0 
Disposable personal income....... 234.3 225.0 242.5 
eee 18.0 17.0 20.5 


* Seasonally adjusted at annual rates. 

¢ Estimated by the Department of Commerce on the basis of 
the past relationship of corporate profits and inventory valuation 
adjustment to private nonfarm gross national product. 


For the year as a whole, GNP totaled $346 billion, 
5 percent above 1951’s $329 billion. The gain was evenly 
divided between increased real output and higher prices. 
Federal, state and local government purchases of goods 
and services rose from $63 billion in 1951 to $78 billion 
in 1952. Of the Federal government’s $54 billion, $49 
billion was for national security. Although national se- 
curity expenditures advanced $12 billion last year, the 
quarterly rate of increase within the year was consider- 
ably below the rate of defense build-up during the first 
year and a half following Korea. This leveling off in 
defense expenditures reflects in part the near attainment 
of authorized manpower goals. The operation and main- 
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tenance costs of military equipment and facilities have 
also stabilized over the past year in line with the current 
level of military activity. 

Gross private domestic investment declined from $58.5 
billion in 1951 to $52 billion in 1952. This was due 
entirely to a $7 billion drop in the rate of inventory ac- 
cumulation, as businessmen continued to operate with 
greater caution than in the late 1950 and early 1951 
period of scare buying. Outlays for new construction and 
producer’s durable equipment advanced moderately over 
1951, amounting to $25.5 billion and $23.5 billion, re- 
spectively. 

As shown in the accompanying tabulation, consumers’ 
buying added materially to GNP last year, as personal 
consumption expenditures rosé by $8 billion to $216 bil- 
lion. Personal saving continued at a high level, amounting 
to $18 billion, 8 percent of disposable income. Percentage- 
wise, this was the same as in 1951, but about double the 
average for the period 1947-49. 


Business Population Rises Moderately 


The number of business firms operating in the United 
States continued over 4 million in 1952, increasing slightly 
from 1951. Contract construction and public utilities, 
principally transportation, accounted for almost all of 
the advance in the business population last year, as the 
number of firms in each of these areas increased about 
5 percent. Moderate increases in wholesale trade, finance, 
and service firms balanced a small decline in the number 
of retail businesses. 

Over the past 12 years, there has been a relatively 
large increase in the number of business firms doing 
business in the United States. In 1940 the business popu- 
lation totaled 3.4 million concerns, compared with the 
present 4 million. As shown by the accompanying chart, 
the greatest advances have been in contract construction, 
almost doubled, and durable goods manufacturing, up 
80 percent since 1940. Other marked increases have been 
in public utilities and wholesale trade. The only decline 
during the period was in the mining and quarrying group. 

Since the outbreak of hostilities in Korea in mid- 
1950, the business population has increased by 50,000 
firms, with all regions of the nation except the Far West 
and the North West sharing in the rise. 
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A Good Year, Then — ? 


(Continued from page 2) 

goods into military uses, but they are high enough to be 
troublesome in a decline. Further accumulation would 
thus threaten an early setback. Fortunately, however, 
the latest monthly figures suggest that the rate of inven- 
tory accumulation has again dropped back, in line with 
the more cautious policy that dominates the business out- 
look as a whole. But inventory policy has proved notably 
unstable during the past four years. 

Continuation of the stable prosperity of 1953 is de- 
pendent, therefore, upon a rather precarious balance of 
forces. Once it is disturbed by new developments, the 
economy will tend to move off sharply one way or the 
other. A new war scare could again bring on excess 
buying by both consumers and business and involve us in 
a new boomlet like that of late 1950. Then if events did 
not lead on to continuous heightening of world conflict 
and progressive increases in military programs, the ex- 
cesses of the boom would again have to be liquidated in 
a new setback, this time more serious than that of 1951. 
That is why it is difficult to be very definite about 
prospects even for the rest of 1953. 


After 1953, What? 

Looking beyond 1953, the outlook is even more 
clouded. In all probability, international developments will 
dominate the course of business activity. The primary 
question is, “Shall we be moving toward a hotter war, or 
will the cold war gradually ease toward a peaceful inter- 
national adjustment?” This is obviously not a question 
that can be answered with any assurance. 

If conditions remain peaceful, we are seemingly better 
protected against inflation than deflation. Each year we 
add substantially to our productive capacity, and these 
additions represent the best possible weapon in the fight 
against inflation. The very rapidity of the expansion, 
however, itself poses a threat of more serious deflation. 
There are many who hold that so rapid a building up of 
capacity and of durable goods in use cannot continue in- 
definitely. Grant their basic assumption — that peace will 
prevail — and their arguments are persuasive. If the mili- 
tary program declines in accordance with present sched- 
ules, a substantial recession may well begin near the 
end of the year. 

On the other hand, if tension mounts, activity will be 
spurred, controls will be activated, and we may again face 
all the shortages of a war economy. 

It would seem from this that the middle ground of 
stability is being cut out from under the boom. But only 
a moderate increase in military spending beyond present 
schedules could carry us on into 1954 on this high plateau 
of prosperity. That such a development is not at all out of 
the question is indicated by the shift in our international 
policy in line with Secretary of State Dulles’ view that 
we should take the initiative. In essence, it means that 
instead of fighting when and where the Russians choose, 
to prevent them from making further gains, we shall 
make them fight when and where we choose to hold what 
they already have. Such an aggressive policy can hope for 
success only as it is backed by power; so the building of 
power is likely to be correspondingly accelerated. 

The Russians, however, may again localize the con- 
flict by meeting our challenges with the same restraint 
we displayed in Korea; and in that event, the situation 
would continue the same. Thus, all the possibilities re- 
main open for 1954 and beyond. 
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BUSINESS BRIEFS 


PUBLICATIONS AND DEVELOPMENTS OF BUSINESS INTEREST 


New Tools 


An unusual drill for both the home workshop and 
industry has been announced by the Carboloy Depart- 
ment of the General Electric Company, Detroit 32, Michi- 
gan. A unique feature of the drill is that it automatically 
removes dust particles from the hole it makes. The tool’s 
self-cleaning action is due to a shallow oval spiral and 
overhang on the tip which keeps the particles moving out 
of the hole. The manufacturer points out that the drill 
eliminates the possibility of jamming while boring 
through tough masonry such as bricks, concrete, plaster, 


slate, and asphalt. 


A tiny electric soldering iron no bigger than a pencil 
has been designed for industrial use, though market tests 
have shown that hobbyists also like it for home soldering 
projects. Produced by the Lenk Manufacturing Company, 
Boston, Massachusetts, the iron is recommended especially 
for use with electronic components, precision instruments, 
and radio and TV parts. Though it weighs only two 
ounces and measures 714 inches long, the manufacturers 
claim it is sturdy enough to stand up under continuous 
production line use. The soldering iron has a plastic 
handle, a plated copper tip, and comes with either a 
25-watt or a 40-watt rating. The retail price is approxi- 


mately $4.50. 


Effective Administration 


The main job of the chief operating executive of a 
small manufacturing concern is to get things done by 
workers at all levels and to make his company a good 
place in which to work. Twenty-four practical ideas on 
successful administration are presented in Management 
Aids for Small Business, No. 19, obtainable free of 
charge from the Small Defense Plants Administration, 
Washington 25, D. C. 

Some suggestions to executives which are discussed 
in the pamphlet are as follows: emphasize skill, not rules, 
in your organization; know your subordinates and try to 
determine what is important to each; give your workers 
objectives and a sense of direction; delegate responsibility 
for details to subordinates; ask your staff for counsel and 
help, listening thoughtfully and objectively to their ideas; 
tell the originator of an idea what action was taken and 
why; criticize or reprove constructively and in private; 
pass the credit for success on down to the operating 
personnel, 


Plastic Skin Dressings 


A plastic spray-on dressing designed to prevent infec- 
tion and to facilitate the removal of adhesive tape and 
casts from tender skin is being sold by Larson Labora- 
tories, Erie, Pennsylvania. Called Adhesive Balm, the 
new product is squirted on the skin to form a protective 
film upon which the bandage is applied. When the time 
comes to remove the adhesive tape, there is little or no 
pain, according to Larson. 

Another type of plastic spray-on dressing, this one 
called Aeroplast, is being developed by the Air Force 
with the help of Protective Treatments, Inc. of Dayton, 
Ohio. The dressing is sprayed directly on the injured 
parts of a victim’s body from a pressurized container. 
Tests to date show that it makes gauze bandages un- 
necessary. Besides its quick application, Aeroplast has 
the advantages of transparency and easy removal. Useful 


in the treatment of many types of wounds and surgical 
cases, the dressing can be applied by an untrained opera- 
tive, is less expensive than gauze, and can be stored in- 
definitely in a minimum amount of space. 


Noise Analyzer 


A portable sound analyzer designed to break plant 
noises down into their respective frequency bands has 
been developed by Hermon Hosmer Scott, Inc., 385 Put- 
nam Avenue, Cambridge 39, Massachusetts. The operator, 
carrying the analyzer around the plant, can distinguish 
how often a particular noise occurs and how loud it is. 
According to the manufacturer, a sound’s frequency can 
affect a worker as much as its loudness. Even a soft noise 
repeated often enough makes employees tense and inat- 
tentive. About the size and weight of a portable type- 
writer, the analyzer sells for $619. 


Public Passenger Carriers 


Various changes have occurred during the past twenty 
years in the percentage distribution of intercity travel 
by public carriers. One of the most important is the 
gradual decline in the share of business done by steam 
and electric railroad companies (see chart). Whereas in 
1929 they accounted for 75 percent of all intercity travel, 
by 1951 their share had dropped to 51 percent. 

During the depression years when most people had 
little money for travel, the railroads lost heavily to bus 
companies, who offered a less expensive means of trans- 
portation. After the outbreak of war in 1941 and with 
the imposition of gas rationing, the railroads were tem- 
porarily able to almost regain their former position. But 
since 1946, they have again suffered a heavy loss in pas- 
senger miles traveled, primarily because of the rapid 
growth of air travel. In 1951 the air lines handled more 
than 15 percent of all passenger miles traveled as com- 
pared with only 6 percent in 1946. The intercity bus 
companies, whose mileage share increased during the 
depression but then declined during the war years, have 
only been able to recover their prewar share. 


INTERCITY PASSENGER TRAVEL, 1929-1951 
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A HIGHER PRICE FOR MONEY? 


ROLAND |. ROBINSON 
Professor of Banking, Northwestern University 


When the presidential campaign was at its hottest last 
fall, it was assumed that a Republican victory would 
mean higher interest rates. So far events have seemed 
to justify this view. Recently United States government 
bond prices have been weak. Nevertheless, it is far from 
clear that major changes in interest rate levels are to be 
expected. Indeed, it can be argued that such changes as 
come are likely to be moderate. While business is active, 
many observers are apprehensive about the longer term 
business outlook. Under such circumstances, the new 
officials are not likely to take the sort of vigorous and 
decisive steps that would precipitate marked interest rate 
changes. 

The change of administration came with the economy 
operating at a very high level. Physical productivity is 
undoubtedly at an all-time high even including the period 
of forced-draft work during the war. Employment is full 
or overfull; jobs seem to be seeking men more often 
than men are seeking jobs. If it were not for the fact that 
some prices, particularly those of farm products, were 
receding, the situation could almost be described as in- 
flationary. 

Nevertheless a great many both in the new govern- 
ment and outside it are apprehensive; they fear a change 
in economic activity. The typical business forecast is: 
“Six months of prosperity and then what?” And it is 
significant that the fear is primarily of a downturn. Fears 
of inflation are uncommon. A greater concern about de- 
pression is doubtless based on the fact that the boom 
has already run for such a long period. Yet for all the 
apprehensiveness, little can be found in the business 
picture to indicate any early decline. In the critical 
markets for capital goods and for consumer durable 
goods and housing, there is as yet no real slackening. 
Business is good. 


Background on Interest Rates 

Before the new administration took office, interest 
rates had already hardened considerably. The chief factor 
had been the change of Federal Reserve policy in the 
early spring of 1951; but natural economic factors have 
been pushing interest rates up. For a while in the spring 
of 1952 it was thought that this upward drift might have 
been about completed. But money markets were seasonally 
tight during the fall and this helped to prod interest rates 
up a bit further. And then after the turn of the year, 
when Federal Reserve discount rates were advanced, 
money rates resisted the normal seasonal tendency to 
decline. 

The Federal Reserve has described its new monetary 
policy as one of “neutrality.” In concrete terms this 
neutral money market policy seems to be that of using 
open market operations only to offset currency changes 
and variations in gold stock. In the past year ended in 
mid-February, the amount of currency in circulation has 
gone up about $114 billion; and gold has declined about 
one-third of a billion. During the same period the Federal 
Reserve open market account increased about $114 bil- 
lion; in other words not quite enough to offset the in- 
fluence of gold and currency changes. 

Banks operating in the money market have felt that 
neutrality hardly describes the prevailing credit policy; 


they have felt the market to be tight. Strictly speaking, 
however, a really tight money market would be one in 
which banks were scrambling to secure the reserve funds 
they needed. It would usually be a market in which banks 
were liquidating loans, or at least making very few new 


loans. Those were the classic tests of money market 


tightness in times gone by. But during the past year banks 
have continued to increase their loan accounts. The rate 
of loan expansion was not quite as rapid as in 1951; it 
was considerably less than the loan burst during the 
second half of 1950. But commercial bank loans increased 
at about the rate of 10 percent during 1952. Loans went 
up considerably faster than the physical volume of 
business. 

Perhaps the feeling of tightness was more a reaction 
from the excessively easy money markets that have 
prevailed for more than two decades. In order to make 
loans, banks either had to attract new savings deposits, 
to sell United States government securities, or to allow 
their maturing issues to go unreplaced. With a free 
market this process has not been quite as easy as it has 
been in earlier periods. Nevertheless, it would be stretch- 
ing words to have called the period just past one of 
real money tightness. 


The Capital Markets 


In the long-term capital markets demand continues to 
be high. Business capital outlays have been at record 
levels, and outside financing has continued to be neces- 
sary. Although bank loans were drawn upon less than in 
1951, new security issues were up in 1952. Higher de- 
preciation charges were not quite up enough to offset the 
decline in retained corporation earnings. 

Residential construction in 1952 was exceeded only 
by 1950; the dollar cost came even closer to 1950 figures 
than the number of starts would indicate. State and local 
governments have been large net borrowers. Consumers 
also borrowed heavily to finance their purchases. 

But even though the demands have been high, savings 
have tended to keep pace. Once the consumer scare buy- 
ing in early 1951 was past, subsequent savings were very 
high. Savings have averaged between 8 and 9 percent of 
disposable income. The level of savings has been enough 
to keep long-term interest rates from advancing a great 
deal. Corporate bond yields were virtually unchanged over 
the year 1952. The return from tax-exempt state and 
municipal obligations went up somewhat but part of the 
reason was that these issues had to burst out of the 
narrow market that gains full advantage from tax 
exemption. 


Character of Interest Rate Changes to Date 
When all of the economic and policy factors are added 
together, one can be more impressed by the modest size 
of the changes in interest rates than by the fact that 
some changes have occurred. With such a_ persistent 
capital boom, long-term interest rates might have gone 
up a great deal. If Federal Reserve money market policy 
had been really harsh, short-term rates would not only 
have gone up; they could easily have gone above long- 
term rates and produced a down-sweeping yield curve. 
This happened in the early 1920’s. The fact that neither 
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of these events came to pass can be attributed to the large 
private savings and the mildness of Federal Reserve 
policy. 

Such interest rate changes as took place were mainly 
of the sort that flattened out the yield curve. As the 
accompanying chart shows, the present yield curve is 
almost level. It is the flattest we have had during the 


past two decades. Yield differentials between maturities . 


have been reduced greatly. 


Dominant Factors in 1953 


At the moment nothing in sight indicates a likely and 
sizable change in the level of business activity. Inflation- 
ary developments (without war) seem remote. Defla- 
tionary factors are not yet evident. 

Without any striking or dramatic business news to 
change the money and capital markets, it is likely that 
the dominant factor in the interest rate picture for 1953 
will be the financial policies of the new administration. 
So far, these policies are not quite as clear as they were 
expected to be at the time of the election. There are 
many good reasons for this cloudy picture of public policy. 

The new officials will not be anxious to disclose their 
hand on monetary policy much faster than conditions re- 
quire. Nothing would be more damaging to a party just 
assuming office after a long period on the sidelines than 
to make an early mistake of judgment. To move precipi- 
tously into a firmer money policy just as business con- 
ditions were turning down would be the sort of classic 
bull that haunts politicians. The periods at which mone- 
tary policies must be disclosed will be the times of heavy 
financing. Gratuitous actions or words at other times 
might do harm; they can do little good. 

The first refunding announcement of the Treasury in 
February could be considered a rather mild effort to get 
longer term money. And the results, in spite of official 
protests to the contrary, could have been counted disap- 
pointing. In the period immediately ahead —the second 
quarter of 1953—the Treasury will have no important 
financing dates. Heavy tax collections obviate the need 
for new money borrowing. A $5-billion issue of certifi- 
cates will need to be refunded in June but this probably 
will not be a very appropriate time for a striking change 
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in refunding policy. An optional offering may be made, 
probably of the cautious type used in February. 

The really critical dates will be in September when 
the 2 percent bonds of 1951-53 reach final maturity and 
must be refunded. The implied policies of trying to get 
more of the public debt into long-term issues will be 
tested at that time. If capital demands continue to be as 
strong as they have recently been, the Treasury may have 
to compete with borrowers who are willing to bid freely 
for money. At the moment capital outlays seem to be 
holding at planned levels. 

The extent to which the Treasury will be able to 
refund the public debt into longer maturities will depend 
on the rate of private savings. So far long-term savings 
have been high enough to support the capital boom but 
left little margin for anything else. If the Treasury tries 
to crowd this margin, long-term rates will probably rise ; 
if they approach it cautiously there may be little change. 


Outlook Summarized 


For the period immediately ahead, sharp and decisive 
changes in interest rates are unlikely. The critical testing 
of rates will come later in the year. The test of short- 
term interest rates will come in the fall when some loan 
expansion would normally be expected. If this demand 
appears, the public authorities will be able to use it to 
increase short-term rates further if this should be thought 
wise. Conversely, if they should facilitate the fall loan 
financing it might be taken as a sign of resistance to 
interest rate increases. 

The critical test of long-term rates will come when 
(and if) the Treasury makes a serious effort to refund 
into longer maturities. If this effort is made promptly, 
rates are likely to go up. But if this test is side-stepped 
for a while, then the chances of a large rate change will 
become more and more remote. If the officials wait for 
“a more receptive market,” this wili almost certainly 
mean that they do not intend to allow rates to go up a 
great deal. 

But while the chances of interest rate advances may 
be minimized, the prospects for declines are even more 
remote. Even an unexpected softening in business con- 
ditions would not have as prompt interest rate effects as 
might be expected. While evidence of softer business 
would almost certainly mean an abrupt easing in credit 
policy, the first effect of such a policy would be princi- 
pally on short-term rates. In fact, there probably would 
be a considerable lag even in the response of such rates. 
As a result there would be some gaps in the interest rate 
structure. Prices of outstanding long-term securities 
might tend to go up, but asking rates on mortgages and 
the prices of newly issued securities might not reflect 
the changed market very promptly. Institutional investors 
might find it hard to employ all of their funds at the 
old higher rates, but they would be reluctant to start a 
competitive rate-cutting drive. Somewhat the same thing 
might occur in the short-term market. Quotations on out- 
standing short-term Treasury securities might reflect the 
changes in the market promptly but customer loan rates 
would be somewhat slower to adjust to the new circum- 
stances. 

Adding up the parts, it might be said that higher in- 
terest rates are more likely than jiower rates but the 
range of advance probably is limited — unless a clearer 
public preference for high rates emerges. An early and 
aggressive policy of refunding would change this fore- 


cast. But at the moment neither earliness nor aggressive- _ 


ness seems to be in prospect. 
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LOCAL ILLINOIS DEVELOPMENTS 


Despite seasonal declines, Illinois business activity 
continued brisk in January. Steel production set a new 
record, business loans increased for the fifth consecutive 
month, and prices received by Illinois farmers were 
slightly above the December level, reversing a four-month 
decline. On the other hand, coal production was off from 
December and from January, 1952, as were construction 
contracts awarded, department store sales, and petroleum 
production. Bank debits, electric power production, life 
insurance sales, and steel production each increased 10 
percent or more above January of last year. 


Illinois Livestock 

Cattle feeding in Illinois on January 1, 1953, was up 
25 percent from a year ago. The percentage increase was 
greater than that for the nation as a whole, 16 percent. 
As a cattle feeding state, Illinois with its 630,000 head of 
cattle ranked a close third behind Iowa and Nebraska. 
The number of sheep and lambs on feed for market in 
Illinois, estimated at 239,000 head on January 1, 1953, was 
10 percent more than at the beginning of 1952, though 
down 7 percent for the nation as a whole. 

Turkey producers, both in Illinois and in the United 
States, plan to raise fewer birds in 1953. Illinois growers 
expect to reduce production to 975,000 turkeys, 6 percent 
less than the record 1,037,000 raised in 1952. Reasons 
given for the intended decrease in production include 
lower turkey prices in relation to feed prices and record 
cold storage holdings. 


VALUATION OF BUILDING PERMITS 
Percentage Change, 1951 to 1952 
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Construction in Illinois 


Total building permits issued during 1952 in seven- 
teen Illinois cities were off nearly 15 percent from their 
1951 level, as shown by the accompanying chart. Belle- 
ville declined most (86 percent), but Peoria and Decatur 
also experienced substantial losses. Only four cities re- 
ported increases and one of these increases (Quincy) 
was fractional. The value of 1952 building permits in 
Joliet, up 51.6 percent from 1951, increased more than 
that of any of the other cities shown. During January, 
1953, permits issued, although seasonally low, were 45 per- 
cent above December and 55 percent higher than the same 
month of the preceding year. 

The value of construction contracts awarded in IIli- 
nois during January declined 27.7 percent from December 
as a result of lessened activity in residential and non- 
residential building. Comparison with data for a year ago 
shows that Illinois dollar volume was down 28 percent. 
Nonresidential construction declined nearly 40 percent 
and public works and utilities were off 56 percent from 
January, 1952. Construction contracts awarded in north- 
ern Illinois did not follow the state-wide pattern, how- 
ever, rising 15.6 percent above last January. 

The Atomic Energy Commission recently announced 
that the nation’s first plant designed solely for processing 
and assembling atomic explosives will be built on govern- 
ment property at Camp Ellis in Fulton County. Con- 
struction of the $29-million project will begin early this 
spring. Nearly 10,000 acres of ground have been set aside 
for the plant. Operating personnel, estimated at 2,000 
persons, will not be hired until the new plant is almost 
complete, probably about the middle of 1954. 


Consumer Prices 

The consumer price index for Chicago was down 0.3 
percent from December to January because of lower 
prices reported for food, apparel, reading, recreation, 
housing, personal care, and other goods and services. 
Compared with June, 1950 (pre-Korea), the index was 
up 11.1 percent. 

Prices received by Illinois farmers in January were 
above those of the preceding month for the first time 
since last August, though 10.4 percent below those of 
the same month a year ago. The parity ratio for Illinois 
remained at 95, whereas on January 15, 1952, it was 104. 


Retail Sales 


Retail sales of eighteen large Illinois cities rose 28 
percent from November to December, whereas for the 
nation as a whole, sales were up only 19.7 percent. Ex- 
cluding Joliet where the gain was 6 percent, the increase 
over November ranged from 22.3 percent in Belleville to 
32.8 percent in Bloomington. Heavy Christmas buying 
and an additional trading day in 1952 were at least par- 
tially responsible for the 10 percent advance in retail 
sales over December, 1951. Year-to-year gains varied 
from 5.6 percent in Peoria to 21.8 percent in Joliet. Total 
retail sales were 3 percent higher in 1952 than in 1951. 

Department store sales were up 7 percent from De- 
cember a year ago, according to the Research Depart- 
ments of the Federal Reserve Banks in the Seventh and 
Eighth Districts. Cities for which percentage changes 
were calculated showed increases over December, 1951, 
ranging from 4 percent in Decatur to 14 percent im 


Quincy. 
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COMPARATIVE ECONOMIC DATA FOR SELECTED ILLINOIS CITIES 


January, 1953 
Building | pElectric | Estimated | Depart. Bank Postal 
ven- Permits! sumption? Sales? ment Store Debits* Receipts*® 
elle- 
cy) Percentage Change from. . . 1952....| +5.6 +9.9 -5.0 +10.4 +0.4 
‘han NORTHERN ILLINOIS | 
Ch, $12,139 | 771,998 | $506,310 | | $10,226 
per- Percentage Change from 1952....|  +63.2 +5.8 +9.7 -6.0 +0.4 

1952....| +104. +27. ~56. +5, 

Ili. Percentage Change from... {Fan 139.7 +12.7 -2.0 +17.4 +3.0 
shel ee 218 n.a. $ 7,221 $ 2 $ 

1952... +8. +28. na -8.1 —46. | 
non- Percentage Change from oa 1952....| +264.4 +7.9 Sid +12.8 
cent, —47. +5. —57. —45. 
Percentage Change from 1952....| +181.0 +21.8 +7.0 419.7 +7.8 
na. | $ 6,961 na. $3 
yrth- +14. +24. n.a. —44. 
ows Percentage Change from. . . 1952....| +18.9 +194 

—74. +10. +29. n.a +2. —28. 
nces Percentage Change from 1952....| —73.9 45.2 45.5 +10.1 

+4. +29. n.a. —6. —J3Z. 
Con- Percentage Change from. . . 1952....| +261.4 +16.8 +8.8 42.4 
this a 
CENTRAL ILLINOIS 
—56. +32. n.a. +6. —19. 
most Percentage Change from 1952....| +16.3 +13.2 
—59. +3. +29. na +2. —41. 
Percentage Change from ay 1982....| +1.4 +1214 +3.8 
—13. +2. +29. —61. —44. 
wer Percentage Change from 1952....| +90.9 +93 +115 42.1 +7.0 
was Percentage Change 429 +316 +8.4 —10.0 -0.9 
time Percentage Change from 1952....1 +58 +101 +5.3 | 
ic 1952....| +303. 44.1- | +433. —50. 
108 Percentage Change from 1952....| +4277.7 +5.6 +60 44.3 
1952....|  +60.0 +12. +239. —61. 41. : 
Percentage Change from 1952....| —59.0 49.5 +89 ~7.0 49.2 +3.3 
the $238. —0. +25. n.a —2. —23. 
Ex. Percentage Change from... {Pe +2.4 +6.5 +6.3 
east: SOUTHERN ILLINOIS 
le to Rast Gt, Louis... 106 13,564 $11,628 $ 136 
ying 6. +25. n.a. —9. —J33. 
paf- Pescontage Change Soom... +10.2 +12.0 +1.6 
etail 11,729 | $ 6,582 $3 $30 A 
: be +5. +4. +29. n.a. —47/. 
Percentage Change from 1952....| +1962 45.9 493 +11 
$ 5,833 | $ 5,282 na. $ 333 
 1952....| +108. +7. +22, na. —55. 
De- Percentage Change from. . 1952....| +94 —27.5 
art- 
oo Sources: 'U. S. Bureau of Labor Statistics. Data include Federal construction projects. * Local power companies. #* Illinois De- 


. partment of Revenue. Data are for December, 1952, the most recent available. Com 
nge Departments of Federal Reserve Banks in Seventh (Chicago) and Eighth (St. Louis) 
* Total for cities listed. 
> Moline only. 

* Includes immediately surrounding territory. 
n.a. Not available. 


isons relate to November, 1952. 4 Research 
istricts. * Local post office reports. 
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